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Auditing Procedures Report

Issued under P.A. 2 of 1968, as amended and P.A. 71 of 1919, as amended.
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We are certified public accountants licensed to practice in Michigan.

We further affirm the following material, *no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letter (report of comments and recommendations).
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Check each applicable box below. {See instructions for further detail.)

All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes 1o the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assels
(P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The focal unit is in compliance With the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The iocal unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit only holds deposits/investments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulletin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezziement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division (LAFD). if there is such activity that has
not been communicated, please submit a separate repont under separate cover.

The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principies (GAAP).

The board or council approves all invoices prior to payment as required by charter or statute.
To our knowledge, bank reconciliations that were reviewed were performed timely.

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entily and is not
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a
description(s) of the authority and/or commission.

I, the undersigned, certify that this statement is complete and accurate in all respects.

We have enclosed the following: Enclosed [ Not Required (enter a brief justification)
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April 20, 2007

INDEPENDENT AUDITOR’S REPORT

Board of Commissioners
Tuscola County Road Commission
Caro, Michigan 48723

We have audited the accompanying financial statements of the Tuscola County Road Commission, Caro,
Michigan, a component unit of the County of Tuscola, as of and for the year ended December 31, 2006, as
listed in the Table of Contents. These financial statements are the responsibility of the Tuscola County Road
Commission's management. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with United States generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the component unit financial statements referred to above present fairly, in all material
respects, the financial position of the Tuscola County Road Commission, Caro, Michigan, as of December 31,
2006, and for the year then ended in conformity with generally accepted accounting principles. .

The management’s discussion and analysis on pages I through VII and budgetary comparison information on
pages 18 & 19 are not a required part of the basic financial statements but are supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquires of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and
express no opinion it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Tuscola County Road Commissions’ basic financial statements. The additional information on
pages 20 through 28 is presented for the purposes of additional information and has been subjected to the
auditing procedures )

Oudunen achg, Buundendd #8nan, 10
ANDERSON, TUCKEY, BERNHARDT & DORAN, P.C.
CERTIFIED PUBLIC ACCOUNTANTS



TUSCOLA COUNTY ROAD COMMISSION
MANAGEMENT’S DISCUSSION & ANALYSIS
Year Ending December 31, 2006

Using this Annual Report

The Tuscola County Road Commission’s discussion and analysis is designed to: (a) assist
the reader in focusing on significant financial issues; (b) provide an overview of the Road
Commission’s financial activity; (c) identify changes in the Road Commission’s financial
position (its ability to address the next and subsequent year challenges); (d) identify any
material deviations from the approved budget; and (e) identify any issues or concerns.

Reporting the Road Commission as a Whole

The Statement of Net Assets and the Statement of Activities report information about the
Road Commission as a whole and about its activities in a way that helps answer the
question whether the Road Commission, as a whole, is better off or worse off as a result
of the year’s activities. These statements include all assets and liabilities using the
accrual basis of accounting, which is similar to the accounting method used by most
private-sector companies. All of the year’s revenues and expenses are taken into account
regardless of when cash is received or paid.

The two statements mentioned above, report the Road Commission’s net assets and the
changes in them. The reader can think of the Road Commission’s net assets (the
difference between assets and liabilities) as one way to measure the Road Commission’s
financial health or financial position. Over time, increases or decreases in the Road
Commission’s net assets are one indicator of whether its financial health is improving or
deteriorating.

Reporting the Road Commission’s Major Fund =~

Our analysis of the Road Commission’s major fund begins on page 2. The fund financial
statements begin on page 3 and provide detailed information about the major fund. The
Road Commission currently has only one fund, the General Operations Fund, in which all
of the Road Commission’s activities are accounted. The General Operations Fund is a
governmental fund type.

Governmental funds focus on how money flows into and out of this fund and the
balances left at year end that are available for spending. This fund is reported using an
accounting method called modified accrual accounting, which measures cash and all
other financial assets that can readily be converted to cash. The governmental fund
statements provide a detailed short-term view of the Road Commission’s general
governmental operations and the basic service it provides. Governmental fund
information helps the reader to determine whether there are more or fewer financial
resources that can be spent in the near future to finance the Road Commission’s services.
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We describe the relationship (or differences) between governmental activities (reported in
the Statement of Net Assets and the Statement of Activities) and the governmental fund
in a reconciliation following the fund financial statements.

The Ro_ad Commission as a Whole

The Road Commission’s net assets increased by 7.74% from $64,293.286 to $69,271,127
for the year ended December 31, 2006. The net assets and change in net assets are
summarized below. :

Unrestricted net assets, the part of net assets that can be used to finance day-to-day
operations without constraints established by debt covenants, enabling legislation or other
legal requirements, increased $4,686,394. Restricted net assets, those restricted mainly
for Act 51 purposes, increased $291,447. The primary reason for the increase in
unrestricted net assets was an increase of the Road Commission’s Capital Assets by
7.63% for the year 2006 compared to 2005.

Net assets as of year ended December 31, 2006 follows:

2006 2005 Variance %
Current and Other Assets $ 4986822 $ 4481792 $ 505,030 11%
Capital Assets 66,154,196 61,466,829 4,687,367 8%
Total Assets $ 71,141,018 $ '65,948,621 $ 5,192,397 8%
Long-Term Debt Outstanding 50,000 100,000 (50,000) -50%
Other Liabilities - 1,819,891 1,655,335 264,556 17%
Total Liabilities 1,869,891 1,655,335 214,556 13%
Net Assets
Invested in Capital Assets
Net of Debt 66,104,196 61,366,829 4,737,367 8%
Restricted 1,092,546 801,099 291,447 36%
Unrestricted 2,074,385 2,125,358 (50,973) 2%
Total Net Assets 69,271,127 64,293,286 4,977,841 8%

Total Net Assets & Liabilities $ 71,141,018 $ 65948621 $ 5,192,397
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A summary of changes in net assets for the year ‘ended December 31, 2006 follows:

Program Revenue:
Federal Grants
State Grants
Contributions FromLocal Units
Investment Earmings
Genera Revenue:
Taxes
Miscellaneous
Salvage Sdles
Gain on Equipment Disposal

TOTAL REVENUES

Program BExpenses:
Prirary Road Maeintenance
Local Road Meintenance
State Trunkline Expense
Net Equipment Expense
Net Administrative Expense

TOTAL EXPENDITURES

Increase (Decrease) in Net Assets

The Road Commission’s Fund

Govemmental Governmental

Favorable

Activities Adtivities (Unfavorable)  Variance
2006 2005 Variance %
$2074286 $ 141666 $ 1932620  1364%
6947444 7137419 (189975  -3%
2513288 2011264 502024 25%
42,801 35,199 7602 2%
1,487,517 1,392,088 96,429 %
4,504 i 4504 100%
9,39 10,064 668 %
60,105 11,650 48455  416%
$13139431 10,739,350 2400081 2%
870,178 1,256,200 (386,121)  -31%
20050% 2489084 (196152) €%
1,007,555 1,404,504 (396949)  -28%
3414385 2661660 752725 28%
573540 565,901 7,639 1%
8161500 8377448 15858) 3%
$4077841 $ 2361902 $ 2615939  111%

The Road Commission’s General Operations Fund is used to control the expenditures of
Michigan Transportation Fund monies distributed to the county which are earmarked by

law for road and highway purposes.

For the year ended December 31, 2006, the fund balance of the General Operations Fund

increased $140,050 as compared to a decrease of $793,735 in the fund balance for the

year ended December 31, 2005. Total revenues were $13,039,483, an increase of

$2,369,014 as compared to last year. This change in revenues resulted mainly from an

increase in Federal Aid funded projects.
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Total expenditures were $12,899,433, an increase of $1,435,229 as compared to last year.
Increased expenses included expenses associated with Federal Aid funded projects.

Budge Highlights

Prior to the beginning of any year, the Road Commiission’s budget is compiled based
upon certain assumptions and facts available at that time. During the year, the Road
Commission Board acts to amend its budget to reflect changes in these original
assumptions, facts and/or economic conditions that were unknown at the time the original
budget was completed.

The final revenue budget for 2006 was lower than the original budget by $2,517,200.
This was due to Federal Aid projects that were first anticipated being funded in 2006.
These projects included the Dodge Road Federal Aid Project and the Chambers Road
Bridge Project. The funding for these projects should be completed in 2007.

Road Commission final expenditures budget for 2006 was also lower than the original
budget by $2,988,950. This was due to the lower expense as related to the Federal Aid
funding projects originally planned for 2006. As with the revenue, these expenses should
be incurred during year 2007.
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Revenues:
Motor Vehicle Highway Funds
State Trunkline Revenue
Federal/State Funds:
Snow Emergency Funds
Primary Roads
Local Roads
Primary Roads Bridges
Local Roads Bridges
County Raised Funds:
Primary Road Millage ,
Local Road Bridge Millage
Township Contributions
Other Contributions
Other Revenues:
Interest Earned
Equipment Rentals
Gain (Loss) on Disposal of Equipment
Depreciation & Depletion Credits
Equipment Retirements
Salvage Sales
TOTAL REVENUES

Expenditures:
Primary Roads Construction
Primary Roads Heavy Maintenance
Primary Roads Routine Maintenance
Local Roads Construction
Local Roads Heavy Maintenance
Local Roads Routine Maintenance
Primary Structures Heavy Maintenance
Primary Structures Routine Maintenance
Local Structures Heavy Maintenance
Local Structures Routine Maintenance
State Trunkline Expense
Equipment Expense-Direct
Equipment Expense-indirect
Equipment Expense-Operating
Administrative Expense
Capital Outlay
MDOT - Audit Adjustment

TOTAL EXPENDITURES

2006 2006
Original Final
Budget Budget

$5,800,000 $5,600,000

1,100,000 1,200,000

1,979,600 1,557,000

2,045,600 707,200

1,000,000 -
571,000 300,000
870,000 900,000
450,000 450,000
1,900,000 2,500,000
30,000 30,000
2,200,000 2,200,000
96,200 71,000
400,000 400,000
5,000 10,000
5,000 10,000
18,452,400 15,935,200
3,927,200 3,423,000
1,190,000 1,063,000
4,400,000 3,700,000
2,345,000 2,298,000
1,514,000 168,500
1,000 1,000
1,031,000 709,050
1,000 3,000
1,100,000 1,200,000
1,100,000 1,200,000
700,000 600,000
400,000 400,000
510,000 600,000
409,000 273,700
18,628,200 15,639,250



Capital Assets

As of December 31, 2006, the Road Commission had $105,067,503 invested in capltal

assets as follows:

Capital Assets Not Being Depreciated:

Land and Land Improvements

Other Capital Assets:
Depleteable Assets
Buildings
Bridges
Roads
Signals & Guardrails
Road Equipment
Shop Equipment
Engineers Equipment
Office Equipment and Furniture

Total Capital Assets at Historic Cost

Total Accumulated Depreciation

2006 2005 Variance
$25771,355 24,086,874 1,684,481
282,717 282,718 )
2,308,183 2245764 62419
19,452,389 18,585,607 866,692
52,220,360 46,704,745 5515615
317,406 288245 29,161
4,167,924 4760261 (592,337)
145,559 142,530 3,029
56,775 54,000 2,685
344,835 344,185 650
105,067,503 97,495,100 7,572,394
38,913,307 36,028,280 2,885,027

Current year’s major additions included the following:

Trucks/Equipment
Buildings

Roads

Bridges

Land improvements
Signals & guardrails

Debt

$

5,

1

585,973
62,419
515,615
866,692
,684,481
29,161

The Road Commission currently experiences a relatively debt free status. In 2004, a
gravel pit was purchased for approximately $200,000. An installment purchase

agreement was executed with a current balance of $50,000.
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Economic Factors and Next Year’s Budget

The Board of County Road Commissioners considered many factors when setting the
fiscal year 2007 budget. One of the factors was Federal Aid funding. Federal Aid
funding will include such projects as 4 miles of Dodge Road, 5 miles of Saginaw Road
with paved bike paths, and the Chambers Road Bridge.

The Board realizes, and the reader should understand, that there are not sufficient funds
available to repair and/or rebuild every road in Tuscola County’s transportation system.
Therefore, the Board attempts to spend the public’s money wisely and equitably, and in
the best interest of the motoring public and the citizens of Tuscola County.

Contacting the Road Commission’s Financial Management

This financial report is designed to provide the motoring public, citizens and other
interested parties a general overview of the Road Commission’s finances and to show the
Road Commission’s accountability for the money it receives. If you have any questions
about this report or need additional financial information, contact the Tuscola County
Road Commission administrative offices at (989) 673-2128.
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TUSCOLA COUNTY ROAD COMMISSION

STATEMENT OF NET ASSETS

ASSETS

Cash & cash equivalents
Accounts receivable

Inventory

Prepaid insurance

Deferred expense

Capital assets

Less accumulated depreciation

Restricted assets:
Cash & cash equivalents
Taxes receivable

TOTAL ASSETS

LIABILITIES
Current Liabilities:
Accounts payable
Accrued liabilities
Township -advances
Advance - State of Michigan
Land contract payable
Noncurrent Liabilities:
Land contract payable
Accrued sick pay

Total Liabilities

NET ASSETS
investment in capital fixed assets
net of related debt
Designated for bridge/road construction
Undesignated

Total Net Assets

TOTAL LIABILITIES & NET ASSETS

The accompanying notes are an integral part of the finacial statements.

GOVERNMENTAL ACTIVITIES
DECEMBER 31,
2006 2005

$ 139,696 $ 1,056,142

1,784,532 696,430

361,043 334,395

99,377 121,045

9,957 72,958

105,067,503 97,495,109
(38,913,307) (36,028,280)

1,092,546 801,099

1,499,671 1,399,723

$ 71,141,018 $ 65,948,621

$ 1,474,060 $ 1,232,707

84,426 " 89,197

27,882 257

218,787 217,962

50,000 50,000

- 50,000

14,736 15,212

1,869,891 1,655,335

66,154,196 61,366,829

1,092,546 801,099

2,024,385 2,125,358

69,271,127 - 64,293,286

$ 71,141,018

$ 65,948,621




TUSCOLA COUNTY ROAD COMMISSION

Program Expenses
Primary Road Maintenance
Local Road Maintenance
State Trunkline
Net Equipment Expense
Net Administrative Expense

Total Program Expenses
Program Revenue
Federal Grants
State Grants
Contributions From Loca! Units
Investment Earnings .
Total Program Revenue
Net Program Revenue
General Revenue
Property Taxes
Miscellaneous
Salvage Sales ,
Gain on Equipment Disposal
Total General Revenue
Change in Net Assets

Net Assets Beginning of Year

Net Assets End of Year

STATEMENT OF ACTIVITIES

The accompanying notes are an integral part of the financial statements.

2

DECEMBER 31,

2006 2005
$ 870,178 $ 1,256,299
2,295,932 2,489,084
1,007,555 1,404,504
3,414,385 2,661,660
573,540 565,901
8,161,590 8,377,448
2,074,286 141,666
6,047,444 7,137,419
2,513,288 2,011,264
42,801 35,199
11,577,819 9,325,548
3,416,229 948,100
1,487,517 1,392,088
4,594 -
9,396 10,064
60,105 11,650
1,561,612 1,413,802
4,977,841 2,361,902
64,293,286 61,931,384
$69,271,127 $ 64,293,286




~ TUSCOLA COUNTY ROAD COMMISSION

ASSETS
"Cash & cash equivalents
Accounts receivable
Inventory
Prepaid insurance
Deferred expense
Restricted assets:
Cash & cash equivalents
Taxes receivable

TOTAL ASSETS

LIABILITIES & FUND EQUITY
Liabilities:
Accounts payable
Accrued liabilities
Township advances
Advance - State of Michigan
Payable from restricted assets:
Deferred revenue

Total Liabilities

Fund Equity:
Investment in general fixed assets
Fund balance:

Designated for bridge/road construction

Undesignated
Total Fund Equity

TOTAL LIABILITIES AND FUND EQUITY

BALANCE SHEET

The accompanying notes are an integral part of the financial statements.

GOVERNMENTAL FUND TYPE

GENERAL OPERATING FUND

DECEMBER 31,

2006 2005
$ 139,696 $ 1,056,142
1,784,532 696,430
361,043 334,395
99,377 121,045
9,957 72,958
1,092,546 801,099
1,499,671 1,399,723
$ 4,986,822 3 4,481,792
$ 1,474,060 $ 1,232,707
84,426 89,197
27,882 257
218,787 217,962
1,499,671 1,389,723
3,304,826 2,939,846
1,092,546 801,099
589,450 740,847
1,681,996 1,541,946
$ 4,986,822 3 4,481,792




TUSCOLA COUNTY ROAD COMMISSION
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET ASSETS

DECEMBER 31,
2006 2005
Total Fund Balances - Governmental Funds : $ 1,681,996 $ 1,541,946
Amounts reported for governmental abtivities in the statement of
net assets are different because:
- Capital assets used in governmental activities are not
financial resources and are not reported in the funds
The cost of the capital assets is: . : 105,067,503 97,495,109
Accumulated depreciation is: (38,913,307) (36,028,280)
Long term liabilities are not due and payable in .the current
period and are not reported in the funds .
Deferred revenue ' 1,499,671 1,399,723
-Land contract payable ‘ - (100,000)
Sick pay payable (14,736) (15,212)
Net Assets of Governmental Activities : $ 69,321,127 $ 64,293,286

The accompanying notes are an integrai part of the financial statements.



TUSCOLA COUNTY ROAD COMMISSION
COMBINED STATEMENT OF REVENUE, EXPENDITURES,
AND CHANGE IN FUND BALANCE

GENERAL OPERATING FUND

REVENUE:

State Funds:
Motor vehicle highway funds
State trunkline revenue
State aid

Federal funds:
Secondary

County raised funds:
Township contributions
Other contributions
Property taxes

Other revenue:
Miscellaneous
Interest earned
Salvage sales
Gain (loss) Equipment Disposal

TOTAL REVENUE

EXPENDITURES: :
Primary heavy maintenance
Primary routine maintenance
Local heavy maintenance
Local routine maintenance
Primary structures heavy maintenance
Primary structures routine maintenance
Local structures heavy maintenance
Local structures routine maintenance
State trunkline maintenance and non-maintenance
Equipment expense - net
Administrative expense
Capital outlay - net

TOTAL EXPENDITURES
EXCESS OF REVENUE OVER (UNDER) EXPENDITURES
FUND BALANCE - JANUARY 1

FUND BALANCE - DECEMBER 31

The accompanying notes are an integral part of the financial statements.

GENERAL OPERATING FUND

YEAR ENEDED DECEMBER 31,

2006 2005
$ 5,617,302 $ 5,732,308
1,007,555 1,375,061
322,587 30,050
2,074,286 141,666
2,513,288 2,011,264
1,387,569 1,323,207
4,594 -
42,801 35,199
9,396 10,064
60,105 11,650
13,039,483 10,670,469
3,200,044 2,177,960
872,416 1,238,812
4,029,212 3,093,845
2,289,888 2,430,188
144,282 31,041
762 17,488
722,410 117,420
3,044 58,896
1,007,555 1,404,504
308,464 (190,860)
574,016 571,656
(252,660) 513,254
12,899,433 11,464,204
140,050 (793,735)
1,541,946 2,335,681
$ 1,681,996 $ 1,541,946




TUSCOLA COUNTY ROAD COMMISSION
RECONCILIATION OF GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE
TO THE STATEMENT OF ACTIVITIES

DECEMBER 31,
2006 2005
Total net change in fund balances--governmental funds $ 140,050 $ (793,735)
Amounts reported for governmental activities in the statement of activities are
different because:
Capital outlays are reported in governmental funds as expenditures. However,
in the statement of activities, the cost of these assets are allocated over their
useful lives as depreciation. This is the amount by which capital outlays exceeded
depreciation in the current period. Equipment retirement is recorded as an expenditure
credit in governmental funds, but not recorded as an expense in the statement of activities:
Equipment retirements (10,965) (10,550)
Depreciation (3,634,972) (3,213,432)
Infrastructure 8,095,948 5,420,267
Capital outlay o 237,356 834,716
Loan proceeds provide current financial resources fo governmental funds, but entering into loan
agreements increases long-term liabilities in the statement of Net Assets. Repayment on notes
payable is an expenditure in governmental funds, but reduces the long-term liabilities in the
statement of Net Assets. 50,000 50,000
Net increase in accrued revenue - Property Tax .
Beginning of Year 1,499,671 1,399,723
End of Year : (1,399,723) (1,330,842)
Sick pay is reported on the accrual method in the statement of
activities, and recorded as an expenditure when financial resources are used in
the governmental funds:
Sick pay payable at the beginning of the year 15,212 20,967
Sick pay payable at the end of the year : (14,736) (15,212)
Change in net assets of governmental activities , ) $ 4,977,841 $ 2,361,902

The accompanying notes are an integral part of the financial statements.



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 1 —~SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: ‘

The accounting policies of the Tuscola County Road Commission conform to accounting principles generally accepted
in the United States of America (GAAP) as applicable to governmental units. The following is a summary of the
significant accounting policies used by the Tuscola County Road Commission. :

Effective January 1, 2003, the Road Commission implemented the provisions of GASB Statement No. 34 (GASB 34),
Basic Financial Statements — and Management'’s Discussion and Analysis - for State and Local Governments. Certain
significant changes in the statements include the following:

A management Discussion and Analysis (MD&A) section providing an analysis of the Road Commission’s overall
financial position and results of operations has been included in the financial statements.

Financial statements prepared using full accrual accounting for all of the Road Commission’s activities, including
infrastructure (roads, bridges, etc.).

A change in the fund financial statements to focus on major funds.

- These and other changes are reflected in the accompanying financial statements (including the notes to the financial
statements). A

REPORTING ENTITY:

The Tuscola County Road Commission, established pursuant to the County Road Law (MCL 224.1),
is governed by a 3 member Board of County Road Commissioners. The Road Commission may not
issue debt without the County’s approval and property tax levies are subject to County Board of
Commissioners’ approval:

The criteria established by the Governmental Accounting Standards Board (GASB) Statement No. 14
“The Financial Reporting Entity” for determining the reporting entity includes oversight responsibility,
fiscal dependency and whether the financial statements would be misleading if the component unit
data were not included. Based on the above criteria, these financial statements present the Tuscola
County Road Commission, a discretely presented component unit of Tuscola County.

The Road Commission Operating Fund is used to control the expenditures of Michigan Transportation
Fund monies distributed to the County, which are earmarked by law for street and highway purposes.
The Board of County Road Commissioners is responsible for the administration of the Road
Commission Operating Fund.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS:

The government-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Activities) report information on all of the activities of the Tuscola County Road Commission. There
is only one fund reported in the government-wide financial statements.

The Statement of Net Assets presents the Road Commission’s assets and liabilities with the
difference being reported as either invested in capital assets, net of related debt, or restricted net
assets.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function
or segment are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function or segment.



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 1 —~SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued):

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS, (Continued):

Program revenues include 1) charges to customers or applicants who purchase, use, or directly
benefit from goods, services, or privileges provided by a given function or segment; and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
function or segment. Taxes and other items not properly included among program revenues are

reported instead as general revenue.

Separate financial statements are provided for the Operating Fund (governmental fund). The
Operating Fund is an independent fiscal and accounting entity with a self-balancing set of accounts.
Fund accounting segregates funds according to their intended purpose and is used to aid
- management in demonstrating compliance with finance-related legal and contractual provisions.
Major individual governmental funds are reported as separate columns in the fund financial

statements.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION:

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are recognized

as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenue is recognized as soon as |
it is both measurable and available. Revenue is considered to be available when they are collected
within the current period or soon enough thereafter to pay liabilities of the current period. For this
purpose, the government considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures related to

compensated absences and claims and judgments, are recorded only when payment is due.

Michigan transportation funds, grants, permits, township contributions and interest associated with the
current fiscal period are all considered to be susceptible to accrual and have been recognized as
revenue of the current fiscal period. All other revenue items are considered to be available only when

cash is received by the government.

CASH, CASH EQUIVALENTS AND INVESTMENTS:

Cash and cash equivalents are considered to be cash on hand, demand deposits and short-term
investments with a maturity of three months or less when acquired. Investments are recorded at fair
value. Short-term investments are reported at cost, which approximates fair value. Securities traded
on national exchanges are valued at the last reported sales price. Investments that do not have an
established market are reported at estimated fair value. The Tuscola County Road Commission had

no investments at December 31, 2006.



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 1 —-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued):

PROPERTY TAXES:

The Road Commission portion of the County property tax is levied each December 1, on the taxable
value of property located in the County as of the preceding December 31. Assessed values are
established annually by the County and are equalized by the State at 50% of approximated current
market value. Real and personal property in Tuscola County for the 2005 levy had a State equalized

valuation of $1,713,874,657 and a taxable value of $1,269,585,053.

In the government-wide financial statements, the property taxes receivable is recorded as revenue

when the tax is levied in the current year.

Although the county’s 2006 ad valorem tax is levied and collectible on December 1, 20086, it is the
Road Commission’s policy to recognize revenues from the current tax levy in the subsequent year.
The proceeds of this levy are budgeted and made available for the financing of the Road
Commission’s operations in the governmental fund financial statements in the year collected. The
Road Commission’s property tax rates for the 2005 levy were .4745 mills for voted bridges and .9537

mills for voted Primary Road.

INVENTORIES:

Inventories consisting of equipment parts and materials of $136,742 and road materials of $224,301
are valued at the lower of cost or market, determined on the average unit cost method. Inventory
items are charged to road construction and maintenance, equipment repairs and operations used.

PREPAID EXPENSES:

Certain payments to vendors reflect costs applicable to future fiscal years and are recorded as

prepaid expense in both the government-wide and fund financial statements.

CAPITAL ASSETS:

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges and similar items), are reported in the operating fund in the government-wide financial
statements. Capital assets are defined by Tuscola County Road Commission as assets with an initial
individual cost of more than $1,000 and an estimated useful life in excess of two years. Such assets

are recorded at estimated fair market value at the date of donation.

GASB 34 requires major networks and major subsystems of infrastructure assets acquired, donated,
constructed, or substantially rehabilitated since fiscal years ending after June 30, 1980 be inventoried
and capitalized by the fourth anniversary of the mandated date of adoption of the other provisions of
GASB 34. The Tuscola County Road Commission has capitalized the current year’s infrastructure, as
required by GASB 34, and has reported the infrastructure in the Statement of Net Assets. The Road
Commission will retroactively capitalize the major infrastructure assets acquired on or before

December 31, 2003, as permitted by GASB 34.



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 1 _SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, (Continued):

DEPRECIATION: :

Depreciation expense amounted to $3,644,905 and $3,202,535 for the years ended December 31,
2006 and 2005. Depreciation is computed using the State Transportation Department Guidelines
(Sum-of-the-years-digits) for road equipment and the straight-line method for all other assets. The
depreciation rates are designed to amortize the cost of the assets over their estimated useful lives as

foliows:
Building 30 to 50 years
Road Equipment . 5to 8 years
Shop Equipment 10 years
Engineering Department 4 to 10 years
Office Equipment 4 to 10 years
Infrastructure — Roads 8 to 30 years
Infrastructure — Bridges 12 to 50 years

COMPENSATED ABSENCES (SICK & VACATION BENEFITS):

Under the terms of the 2002 contract between the Tuscola County Division of the-Michigan County
Road Commission Employee Association, a sickness and accident insurance program funded
through a third-party insurance carrier has been established. The program will provide a weekly
benefit equal to 70% of the employee’s regular weekly earnings for a maximum period of fifty-two
weeks. Employees, who, as of August 1, 1990, have accumulated unused sick leave hours earned
pursuant to the employer’s sick leave plan that existed prior to this agreement, shall have said hours
placed into a frozen sick leave bank.

If an employee retires pursuant to the retirement program or dies, the employee or his estate is
entitled to payment of fifty percent of his accumulated unused sick leave bank at the rate of pay the
employee was earning on December 31, 1989, If an employee is discharged, terminated or quits, he
shall not be entitled to payment of any portion of his accumulated sick leave hours.

Hourly employees may accumulate up to 160 hours of paid vacation after which credits are
discontinued until the paid vacation accumulation is reduced.

Salaried employees may carry over from year to year a maximum of five unused vacation days.

Accumulated unpaid sick and vacation pay at December 31, 2008, is recorded in the financial
statements of the Road Commission as follows:

* A current year expenditure of the Operating Fund if paid out of expendable available
financial resources;

* The current and long-term liability is reported on the government-wide financial
statements.

ESTIMATES:

The preparation of financial statements, in conformity with generally accepted accounting principles,
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.
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TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 2 —~STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY:

BUDGETARY PROCEDURES:

Budgetary procedures are established pursuant to Act 621, PA 1978, as amended, (MCL 141.421)
which requires the County Board of Road Commissioners to approve a budget for the County Road
Fund. The Road Commission follows these procedures in establishing the budgetary data reflected in

the financial statements:

1.

On or prior to December 31 of each year, a proposed budget is submitted to the County Board of
Road Commissioners for the fiscal year commencing the foliowing January 1. The operating budget
includes proposed expenditures and the means of financing them:

. A public hearihg is conducted to obtain taxpayer comments.
. Prior to January 1 the budget is legally enacted through passage of a resolution.
. Any revisions of the budget must be approved by the County Board of Road Commissioners.

. Formal budgetary mtegratlon is employed as a management control dev:ce during the year for the

Operating Fund.

. The budget is adopted on a basis consistent with generally accepted accounting principles.

Budgeted amounts are as originally adopted, or as amended by the County Board of Road
Commissioners during the year. Individual amendments were not material in relatlon to the original
appropriations that were amended.

11



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 3 — CASH DEPOSITS AND INVESTMENTS:

Deposits are carried at cost. Deposits of the Road Commission are at banks in the name of the Tuscola County
Treasurer. Michigan Compiled Laws, section 129.91, authorizes the County to deposit and invest in the accounts of
Federally insured banks, credit unions, and savings and loan associations; bonds, securities, and other obligations of
the United States, or an agency or instrumentality of the United States in which the principal and interest is fully
guaranteed by the United States, including securities issued or guaranteed by the Government National Mortgage
Association; United States government or Federal agency obligation repurchase agreements; bankers’ acceptance of
United States banks; mutual funds composed of investment vehicles which are legal for direct investment by local units
of government in Michigan;-and commercial paper rated by two standard-rating agencies within the three highest
classifications, which matures not more than 270 days after the date of purchase, and which involve no more than 50
percent of any one fund. ‘

Michigan law prohibits security in the form of collateral, surety bonds, or other forms for the deposit of public money.
Attorney General’s Opinion No. 6168 states that public funds may not be deposited in financial institutions located in
states other than Michigan. The Road Commission’s deposits and investments are in accordance with statutory
authority. :

The risk disclosures for the Road Commission’s deposits and investments, as required by GASB Statement No. 3, are
as follows:

CARRYING AMOUNT FINANCIAL

INSTITUTION

DEPOSITS UNRESTRICTED RESTRICTED BALANCES
Insured $100,000 $ 300,000 $ 400,000
Uninsured 39,696 792546 832,242
Total Deposits $139.696 $1,092,546 $1,232,242

The Road Commission’s insured deposits are insured by virtue of the Road Fund meeting certain specified criteria
under FDIC regulations and obligations of the United States.

NOTE 4 - ACCOUNTS RECEIVABLE:

Accounts receivable consist of the following:

December 31, 2006 December 31, 2005
Motor vehicle highway funds $ 967,078 $211,757
Due on county road agreements : 810,950 479,218
Sundry accounts 6,504 ' 5,455
TOTAL $1,784 532 $696.430

The receivables consist primarily of charges to other agencies for services and materials provided by the Road
Commission.

NOTE 5 - DEFERRED EXPENSE - FEDERAL AID - SECONDARY (F.A.S.):

The deferred expense, F.A.S., represents progress payments made by the Road Commission to the State Highway
Department on various road projects not completed at December 31, 2006. These amounts will be either refunded or
charged to expense as the projects are completed.

12



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 6 - CHANGES IN CAPITAL ASSETS:

A summary of changes in the recorded capital assets follows:

COST:

. CAPITAL
ASSETS
ACCOUNTS

Land & right of ways
Land improvements
Buildings

Bridges

Roads

Signals & guardrails
Equipment - roads
Equipment - 'shop
Equipment - heating
Equipment - radio
Equipment - office
Equipment - engineer
Depletable assets
Weighmaster equipment

TOTAL

ACCUMULATED DEPRECIATION:

CAPITAL
ASSETS
ACCOUNTS

Buildings

Bridges

Roads

Signals & guardrails
-Equipment - roads
Equipment - shop
Equipment - heating
Equipment - radio
Equipment - office
Equipment - engineers
Depletable assets
Weighmaster equipment

TOTAL

PLANT & EQUIPMENT EQUITY

BALANCE
JANUARY 1,
2006 ADDITIONS
$ 294218 $ -
23,792,656 1,684,481
2,245,764 62,419
18,585,697 866,692
46,704,745 5,515,615
288,245 29,161
4,760,261 168,573
142,530 3,029
78,298 -
119,442 650
140,346 -
54,090 2,685
282,717 -
6,099 -
$97.495,109 $8.333.305
BALANCE
JANUARY 1, :
2006 ADDITIONS
$ 1,161,704 $ 60,600
8,489,263 447,788
22,228,263 2,642,378
27,108 20,188
3,593,503 445,738
132,061 2,565
78,298 -
106,430 3,812
118,078 7,940
45,545 2,465
41,928 1,498
6,099 -
$36.028,280 $3.634,972

$61.466,829

DEDUCTIONS

DEDUCTIONS

$749,945

$749,945

BALANCE

DECEMBER 31,

2006

$ 294,218

25,477,137
2,308,183
19,452,389
52,220,360
317,406
4,167,924
145,559
78,298
120,092
140,346
56,775
282,717

— 6,099

$105.067,503

BALANCE

DECEMBER 31,

2006

$ 1,222,304
8,937,051
24,870,641
47,296
3,289,296
134,626
78,298
110,242
126,018
48,010
43,426

— 6,009

$38.913.307
$66.154,196



TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 7 - ADVANCES - STATE OF MICHIGAN:

The balance of this account consists of the following:

December 31, 2006 December 31, 2005
Non-interest bearing notes for the purchase of
equipment to maintain State trunk lines. The loan
does not have to be repaid as long as a maintenance
contract exists. $132,588 $132,588
Non-interest bearing working capital advances for
State trunkline maintenance. There are no repayment
provisions. 86,199 85,374
TOTAL , _ 21 7 $217,962

NOTE 8 — LONG-TERM DEBT:

Long-term debt of the Road Commission consisted of and had the following provisions:

$150,000 instaliment purchase agreement for 36.2 acres
of land in Watertown Township dated January 16, 2004,
Annual installments of $50,000, plus interest at 5.5% begin
January 16, 2005.

Annual Requirements to Amortize Long-Term Debt

December 31, 2006

Year Ending December 31, ' Princigél Interest
2007 $50,000 $2,750
$50.000 $2.750

NOTE 9 - CHANGES IN GENERAL LONG-TERM DEBT:

The general long-term debt of the Road Commission may be summarized as follows:

BALANCE INCREASE BALANCE
12-31-05 (DECREASE) 12-31-06
Instaliment purchase agreement $100,000 ($50,000) $50,000
Compensated absences 15,212 (476) 14,736
Total $115,212 $(50,476) $64.736
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TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 10 - DEFERRED COMPENSATION PLAN:

The Road Commission offers all its employees a deferred compensation plan created in accordance with Internal
Revenue Code Sec. 457. The plan, available to salaried employees, permits them to defer a portion of their current
salary until the employee’s termination, retirement, death, or unforeseeable emergency.

Plan assets shall be held in a trust, annuity contract or custodial accounts for the exclusive benefit of participants and
their beneficiaries. In accordance with the provisions of GASB Statement No. 32, plan balances and activities are not
reflected in the Tuscola County Road Commission’s financial statements,

NOTE 11 - DEPLETION EXPENSES: |
Depletion expense amounted to $1,498 and $1,351 for the years ended December 31, 2006 and 2005. Depletion was -
computed at a rate of four cents per cubic yard of gravel removed from various county gravel pits.

"NOTE 12 - FUND BALANCE - DESIGNATED: _

Fund balance is designated in the amount of $1,092,546 and $801,099 for the years ended December 31, 2006 and
2005. This represents the amount of bridge/road levy assets on hand at year-end. These assets must be used for the
purpose of improvements to primary county roads and local road bridges.

NOTE 13 - OPERATING LEASES:
Commitments under various operating lease agreements for road equipment provide for minimum annual rental
payments as follows: .

2007 $299,595
2008 172,020
2009 68,290
TOTAL 539,90!

There were no contingent rentals or sublease rentals associated with leases in effect at December 31, 2006.

NOTE 14 - PENSION PLANS:

Muitiple-employer plan

The Road Commission’s defined benefit pension plan provides retirement and disability benefits and death benefits to
plan members and beneficiaries. The Road Commission participates in the Municipal Employees Retirement System
of Michigan (MERS), an agent multiple-employer plan administered by the MERS Retirement Board. Act No. 427 of
the Public Acts of 1984, as amended, establishes and amends the benefit provisions of the participants in MERS. The
Municipal Employees Retirement System of Michigan issues a publicly available financial report that includes financial
statements and required supplementary information for MERS. That report may be obtained by writing to the Municipal
Employees Retirement System of Michigan, 447 N. Canal Road, Lansing, Michigan 48917, or by calling (800) 767-
6377.

The Road Commission is required to contribute at an actuarially determined rate. The current rate is 13.71% to
14.40% of annual covered payroll. Employees are currently not required to contribute to the Plan. The contribution
requirements of the Road Commission are established by Act No. 427 of the Public Acts of 1984, as amended, and
may be amended by the Road Commission.
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TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 14 - PENSION PLANS, (Continued):

For the year ended December 31, 2006, the Road Commission’s annual pension cost of $97,226 for MERS was equal
to the Road Commission’s required and actual contributions. The required contribution was determined as part of the
December 31, 2005 actuarial valuation using the entry age actuarial cost method. The actuarial assumptions included
(a) a rate of return on the investment of present and future assets of 8.0%, (b) projected salary increases of 4.5% per
year, depending on age, attributable to seniority/merit. The actuarial value of MERS assets was determined on the
entry age normal cost method basis of a valuation method that assumes the fund earns the expected rate of return,
and includes an adjustment to reflect fair value. The Road Commission’s unfunded actuarial accrued liability is being
amortized as a level percentage of projected payroll on an open basis. The remaining amortization period a December
31, 2005, the date of the latest actuarial valuation, was 30 years.

Single-employer plan
The Road Commission maintains single- employer defined benefit pension plan that is administered by the

Massachusetts Mutual Life Insurance Company (Massachusetts Mutual Plan). The plan provides retirement, disability
and death benefits to plan members and beneficiaries. Cost-of-living adjustments and other plan changes are
provided to members and beneficiaries at the discretion of the Board of County Road Commissioners. The
Massachusetts Mutual Plan issues a publicly available financial report that includes financial statements and required
supplementary information and that report may be obtained by writing to the Tuscola County Road Commission, 1733
Mertz Road, Caro, Mi 48723.

The Road Commission is required to contribute at an actuarially determined rate. The current rate is $.03 per hour for
employees and $.51 per hour for the employer. The contribution requirements of the Road Commission and plan
members are established and may be amended by the Board of County Road Commissioners.

For the year ended December 31, 2006, the Road Commission’s annual pension cost of $14,563 for the
Massachusetts Mutual Plan was not equal to the Road Commission’s recommended contribution of $43,253. The
required contribution was determined as part of the April 1, 2005, actuarial valuation using the entry age actuarial cost
method. The actuarial assumptions included (a) a rate of return on the investment of present and future assets of 5%.
The actuarial value of Massachusetts Mutual Plan assets was determined on the basis of a valuation method that
assumes the fund earns the expected rate of return, and includes an adjustment to reflect fair vaiue. The unfunded

actuarial accrued liability at April 1, 2006 is $417,042. ’

Three-Year Trend Information

ANNUAL
PENSION PERCENTAGE NET
YEAR COST OF APC PENSION
ENDED (APC) CONTRIBUTED OBLIGATION
A) MERS Plan
December 31, 2004 $106,668 100% NONE
December 31, 2005 108,108 100% NONE
December 31, 2006 97,226 100% NONE
B) Mass. Mutual Plan
March 31, 2004 38,493 41% $22,580
March 31, 2005 45,621 32% 30,870
March 31, 2006 43,253 33% 28,690
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TUSCOLA COUNTY ROAD COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 14 - PENSION PLANS, (Continued):

Schedule of Funding Progress

Actuarial Actuarial = Actuarial Accrued Unfuhded V UAAL as a

Valuation Value of Liability (AAL) AAL Funded Covered % of Covered
Date Assets Entry Age UAAL Ratio Payroll Payroll
C) MERS Plan
12/31/03 $1,801,863 $2,758,692 ($856,829) 68.9% $ 767,401 111.6%
12/31/04 2,105,045 3,068,059 (963,014) 68.6% 788,509 122.1% -
12/31/05 2,195,640 3,187,163 (991,523) 68.9% 678,624 146.1%

D) Mass. Mutual Plan

4/1/04 $ 141,138 $ 433,863 ($303,970) 32.5% $2,310,579 13.2%
4/1/05 157,793 464,021 (333,339) 34.0% 2,487,412 13.4%
4/1/06 85412 502,454 . (417,042) 17.0% 2,328,064 17.9%

NOTE 15 — RISK MANAGEMENT: v

The Road Commission is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees’ and natural disasters. The Road Commission has joined together
with other Road Commissions to form the Michigan County Road Commission Self-Insurance Pool, a public entity risk
pool currently operating as a common risk management and insurance program for liability insurance. The
government pays an annual premium to the pool for its general insurance coverage. The agreement for formation of
the Michigan County Road Commission Self-Insurance Pool provides that the pool will be self-sustaining through
member premiums and will reinsure through commercial companies for large claims.

The government continues to carry commercial insurance for all other risks of loss. Settled claims resulting from these
risks have not exceeded commercial insurance coverage in any of the past three fiscal years.

The Michigan County Road Commission Self-Insurance Pool publishes its own financial report annually, which can be
obtained from Michigan County Road Commission Self-insurance Pool, P. O. Box 14203, Lansing, MI 48901.

NOTE 16 — OTHER POST EMPLOYMENT BENEFITS

In addition to the pension benefits described in Note 14, the Road Commission provides post employment health care
benefits for life to all employees who retire from the Road Commission with 85 points (years of service plus employee
age). After August 15, 2002 employees who retire with the same 85 point system will received health insurance for only
3 years. The expense the Road Commission incurred, which is funded currently, was approximately $369,449 for the
year ending December 31, 2006 and $344,679 for the year ending December 31, 2005.

The Government Accounting Standards Board has recently released Statement Number 45, Financial Reporting Post
Employment Benefit Plans Other Than Pension Plans. The new pronouncement provides guidance for local units of
government in recognizing the cost of retiree health care, as well as any “other” post employment benefits (other than
pensions). The new rules will cause government-wide financial statements to recognize the cost of providing health
care coverage over the working life of the empioyee, rather than at the time the health care premiums are paid. The
new pronouncement is effective for the year ended December 31, 2008.
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- TUSCOLA COUNTY ROAD COMMISSION
STATEMENT OF REVENUES AND OTHER FINANCING
SOURCES - BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED DECEMBER 31, 2006

REVENUES
Federal funds:
Secondary

State Funds:
State trunkline revenue
Motor vehicle highway funds
State aid

County raised funds:
Township contributions
Property taxes

Interest earned

.Salvage sales

Miscellaneous

Gain (loss) Equipment Disposal

TOTAL REVENUES

GENERAL FUND

VARIANCE
ORIGINAL FINAL FAVORABLE
BUDGET BUDGET ACTUAL (UNFAVORABLE)
$ 5,596,200 $ 2,264,200 $ 2,074,286 $ (189,914)
1,100,000 1,200,000 1,007,555 (192,445)
5,800,000 5,600,000 5,617,302 17,302
300,000 322,587 22,587
1,900,000 12,500,000 2,513,288 13,288
1,320,000 1,350,000 1,387,569 37,569
30,000 30,000 42,801 12,801
5,000 - 10,000 9,396 (604)
4,594 4,594
96,200 71,000 60,105 (10,895)
$ 15,847,400 $ 13,325,200 $ 13,039,483 $ (285,717)

The accompanying hotes are an integral part of the financial statements.
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TUSCOLA COUNTY ROAD COMMISSION

STATEMENT OF EXPENDITURES AND OTHER FINANCING

USES - BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED DECEMBER 31, 2006

EXPENDITURES: -

Primary heavy maintenance
Primary routine maintenance
Local heavy maintenance
Local routine maintenance
Primary structures heavy maintenance
Primary structures routine maintenance
Local structures heavy maintenance
Local structures routine maintenance
State trunkline maintenance

and non-maintenance
Equipment expense - net
Administrative expense
Capital outlay - net

TOTAL EXPENDITURES

GENERAL FUND

VARIANCE

ORIGINAL FINAL - FAVORABLE

BUDGET BUDGET ACTUAL (UNFAVORABLE)

$ 3,927,200 $ 3,423,000 $ 3,200,044 $ 222,956

1,190,000 1,063,000 872,416 190,584
4,400,000 3,700,000 4,029,212 (329,212)

2,345,000 2,298,000 2,289,888 8,112

1,514,000 168,500 144,282 24,218

1,000 1,000 762 238
1,031,000 709,050 722,410 (13.360)
1,000 3,000 3,044 (44)

1,100,000 1,200,000 1,007,555 192,445
308,464 (308,464)

510,000 600,000 574,016 25,984

4,000 136,300 - (252,660) 388,960

$ 16,023,200 $ 13,301,850 $12,899,433 $ 402,417

The accompanying notes are an integral part of the financial statements.
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TUSCOLA COUNTY ROAD COMMISSION
ANALYSIS OF CHANGES IN FUND BALANCE
FOR THE YEAR ENDED DECEMBER 31, 2006

Total Revenues
Total Expenditures

Excess of Iievenues Over
(Under) Expenditures

Other Financing Sources (Uses):
Optional Transfers In
Optional Transfers Out
Total Other Financing Sources (Uses)
Excess of Revenues and Other
Sources Over (Under) Expenditures
& Other Uses
Fund Balance - January 1, 2006

Fund Balance - December 31, 2006

See the accompanying notes.

PRIMARY LOCAL COUNTY
ROAD ROAD ROAD
FUND FUND COMMISSION TOTALS
$ 8,582,748 3,367,793 $ 1,088,942 $ 13,039,483
4,226,075 7,613,364 1,059,994 12,899,433
4,356,673 (4,245,571) 28,948 140,050
4,245 571 4,245,571
(4,245,571) (4,245,571)
(4,245,571) 4,245,571 - -
111,102 - 28,948 140,050
1,341,727 - 200,219 1,541,946
- $ 220167  $ 1,681,006

$ 1,452,829
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TUSCOLA COUNTY ROAD COMMISSION

ANALYSIS OF REVENUES AND OTHER FINANCING SOURCES
FOR THE YEAR ENDED DECEMBER 31, 2006

Property taxes

State Aid:

' Michigan Trans. Fund:
Engineering
Urban Road
Allocation

Federal Aid:
Surface Tran. Program |
D Funds - Federal
Bridge
Other Guardrail

Charges for services:
State trunkline maintenance

Contributions:
Township

Other Revenue:
‘Miscellaneous
Salvage sales
Gain (loss) Equip. Disp.
Interest earned

Total Revenue

See the accompanying notes.

PRIMARY LOCAL COUNTY
ROAD ROAD ROAD
FUND FUND  COMMISSION TOTALS
$ 883702 $ 503,867 $ 1,387,569
5,617,302 5,617,302
2,074,286 322,587 2,396,873
$ 1,007,555 1,007,555
2,513,288 | 2,513,288
4,504 4,594
9,396 0,396
60,105 60,105
7458 28,051 7.292 42,801
$ 8582748 § 3367793  $ 1,088,942  $ 13,039,483
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Primary road:
Heavy maintenance
Maintenance

Local road:
Heavy maintenance
Maintenance

Primary road structures:
Heavy maintenance
Maintenance

Lacal road structures:
Heavy maintenance
Maintenance

State trunkline maintenance
Equipment expense - net
Administrative expense - net
Capital outlay - net

TOTAL EXPENDITURES

TUSCOLA COUNTY ROAD COMMISSION
ANALYSIS OF EXPENDITURES

' FOR THE YEAR ENDED DECEMBER 31, 2006

PRIMARY LOCAL COUNTY
ROAD ROAD ROAD

FUND FUND COMMISSION TOTALS

$ 3,200,044 $ 3,200,044
872,416 872,416

$ 4,029,212 4,029,212

2,289,888 2,289,888

144,282 144,282
762 762
722,410 722,410

3,044 3,044

$ 1,007,555 1,007,555

46,269 209,756 52,439 308,464
214,962 359,054 574,016

(252,660) (252,660)

$ 4226075 $ 7613364  $ 1,059994  $ 12,899,433
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April 20, 2007

INDEPENDENT AUDITORS' REPORT ON
SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE

Board of Commissioners
Tuscola County Road Commission
Caro, Michigan 48723

We have audited the component unit financial statements of Tuscola County Road Commission, Caro,
Michigan, for the year ended December 31, 2006, and have issued our report thereon dated April 20, 2007.
These component unit financial statements are the responsibility of the Tuscola County Road Commission,
Caro, Michigan, management. Our responsibility is to express an opinion on these component unit financial
statements based on our audit. We conducted our audit in accordance with generally accepted United States
auditing standards and "Government Auditing Standards", issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the component unit financial statements are free of materiai misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the component unit financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was made for the purpose of forming an opinion on the component unit financial statements taken
as a whole. The accompanying schedule of federal financial assistance is presented for purposes of additional
analysis and is not a required part of the component unit financial statements. The information in that
schedule has been subjected to the auditing procedures applied in the audit of the component unit financial
statements and, in our opinion, is fairly stated in all material respects in relation to the component unit financial
statements taken as a whole.

Badonnen Tk, Ruvdendd #d0ea, B0,

ANDERSON, TUCKEY, BERNHARDT & DORAN, P.C.
CERTIFIED PUBLIC ACCOUNTANTS
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TUSCOLA COUNTY ROAD COMMISSION
SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE
FOR THE YEAR ENDED DECEMBER 31, 2006

FEDERAL GRANTOR/ FEDERAL FEDERAL PROGRAM )
PASS-THROUGH GRANTOR/ CFDA ITEM - AWARD REVENUE PROGRAM
PROGRAM TITLE NUMBER CODE AMOUNT RECOGNIZED EXPENDITURES

U.S DEPARTMENT OF TRANSPORTATION
Pass Through Michigan Department of Transportation:

Highway Research, Planning and Construction 20.205

Federal Aid Secondary: v _

Birch Run Road 77879A $ 223,383 $ 223,383 $ 223,383

Saginaw Road 87199A 609,874 609,874 609,874

Saginaw Road Bike Path 87189A 524,624 524,624 524,624

Loren Road Bridge 83938A 261,483 261,483 261,483

Hurds Corner Road 54307A 596,588 454,922 454,922
TOTAL DEPARTMENT OF TRANSPORTATION $ 2,074,286 $ 2,074,286
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3.

TUSCOLA COUNTY ROAD COMMISSION
NOTES TO SCHEDULE OF FEDERAL FINANCIAL ASSISTANCE
FOR THE YEAR ENDED DECEMBER 31, 2006

Contracted projects are administered by the Michigan Department of Transportation (MDOT) and will be
included in its Single Audit. All of the Road Commission's Federal financial assistance for fiscal year 2004,
except Emergency Relief Funds paid through the Federal Highway Administration, was received from
contracted projects and, accordingly, the Road Commission had no Federal aid to administer, except as
noted above. Consequently, a "Single Audit Report on Compliance with Requirement Applicable to
Federal Financial Assistance Program Transactions" is not present.

Federal aid revenues recognized are based on Federal, State and Local participation in project contract

-payments as follows:

PERCENTAGES

FEDERAL STATE LOCAL

PROGRAM TITLE SHARE SHARE SHARE

Secondary Road (A) 66.00 14.00 20.00
Primary Road (B) 80.00 - 20.00
Secondary Road (C) 62.00 18.00 20.00
Critical Bridge (D) 80.00 15.00 5.00
Bike Path (E) Co ‘ 80.00 20.00

Program expenditures represent the total actual 2006 Federal Financial Assistance Program
expenditures eligible for Federal participation.
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April 20, 2007

INDEPENDENT AUDITORS' COMPLIANCE REPORT BASED
ON AN AUDIT OF COMPONENT UNIT FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH "GOVERNMENT AUDITING STANDARDS"

Board of Commission
Tuscola County Road Commission
Caro, Michigan 48723

We have audited the component unit fihancial statements of Tuscola County Road Commission, Caro,
Michigan, as of and for the year ended December 31, 2006 and have issued our report thereon dated April 20, _
" 2007. :

We conducted our audit in accordance with United States generally accepted auditing standards and
"Government Auditing Standards", issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the component unit
financial statements are free of material misstatement.

Compliance with laws, regulations, contracts and grants applicable to the Tuscola County Road Commission,
Caro, Michigan, is the responsibility of the Tuscola County Road Commission, Caro, Michigan, Management.
As part of obtaining reasonable assurance about whether the component unit financial statements are free of
material misstatement, we performed tests of the Tuscola County Road Commission's compliance with certain
provisions of laws, regulations, contracts and grants. However, our objective was not to provide an opinion on
overall compliance with such provisions.

The results of our tests indicate that, with respect to the items tested, Tuscola County Road Commission,
Caro, Michigan, complied, in all material respects, with the provisions referred to in the preceding paragraph.
With respect to items not tested, nothing came to our attention that caused us to believe that the Tuscola
County Road Commission had not complied, in all material respects, with those provisions.

This report is intended for the information of the Board of Commissioners, management, and cognizant

agency and other agencies as identified in the schedule of federal financial assistance. This restriction is not
intended to limit the distribution of this report, which is a matter of public record.

W"fw&&w Qoran, P,

ANDERSON, TUCKEY, BERNHARDT & DORAN, P.C.
CERTIFIED PUBLIC ACCOUNTANTS
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April 20, 2007

INDEPENDENT AUDITORS' REPORT ON THE INTERNAL
CONTROL STRUCTURE IN ACCORDANCE WITH
"GOVERNMENT AUDITING STANDARDS"

Board of Commissioners
Tuscola County Road Commission
Caro, Michigan 48723

We have audited the component unit financial statements of Tuscola County Road Commission, Caro,
Michigan, for the year ended December 31, 2006, and have issued our report thereon dated April 20, 2007.

We conducted our audit in accordance with United States generally accepted auditing standards and

"Government Auditing Standards", issued by the Comptroller General of the United States. Those standards
_require that we plan and perform the audit to obtain reasonable assurance about whether the component unit
financial statements are free of material misstatement.

In planning and performing our audit of the component unit financial statements of Tuscola County Road
Commission, Caro, Michigan, for the year ended December 31, 2006, we considered its internal control
structure in order to determine our auditing procedures for the purpose of expressing our opinion on the
component unit financial statements and not to provide assurance on the internal control structure.

The management of the Tuscola County Road Commission, Caro, Michigan, is responsible for establishing
and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of internal control structure
policies and procedures.. The objectives of an internal control structure are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management's authorization and recorded
properly to permit the preparation of component unit financial statements in accordance with generally
accepted accounting control structure, errors or irregularities may nevertheless occur and not be detected.
Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may
become inadequate because of changes in conditions or that the effectiveness of the design and operation of
policies and procedures may deteriorate.

For the purpose of this report, we have classified the significant internal control structure policies and
procedures in the following categories:

* General Ledger
For all of the internal control structure categories listed above, we obtained an understanding of the design of

relevant policies and procedures and whether they have been placed in operation, and we assessed control
risk.
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Board of Commissioners
April 20, 2007

Our consideration of the internal control structure would not necessarily disclose all matters in the internal
control structure that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a reportable condition in which the design or operation
of the specific internal control structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the component united financial statements being
audited may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control structure and its operation that we
consider to be material weaknesses as defined above.

However, we noted certain matters involving the internal control structure and its operation that we have
reported to the management of the Tuscola County Road Commission in a separate comments and
recommendations letter.

This report is intended for the information of the Board of Commissioners, management and the cognizant
agency and any other agencies as listed in the schedule of federal financial assistance. This restriction is not -
intended to limit the distribution of this report, which is a matter of public record.

&M{%.w T Qotou, PL,

ANDERSON, TUCKEY, BERNHARDT & DORAN, P.C.
CERTIFIED PUBLIC ACCOUNTANTS
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 ANDERSON, TUCKEY, BERNHARDT & DORAN, P,
o 'f’-'Certlﬁed Pubhc Accountants

L quyR Ande;son CPA , Robert L. Tuckey, CPA

V - | A ‘Bernhardt, CPA- . . . Valerie Jamieson Hartel, CPA
= April 26, 2007 Jamie L. Peasley, CPA

s Thomas B: Doran, CPA.

~\To the Board of Commissioners
- . Tuscola County Road Commission
. Caro, Michigan 48723

e _The followmg comments relate to situations brought to our attention during the course of our recent
examination of the Tuscola County Road Commission financial statements for the year ended December 31,
_\2006 and are submitted for your evaluation and consideration. We would like to emphasize that since our
~‘examination was conducted for the purpose of expressing an opinion on the aforementioned financial
g statements these comments are not necessarily all inclusive.

The following recommendatlon and comment is submitted to you for your consideration. We will cooperate
3 to our fullest ab111ty with the Board and management in implementing this recommendation.

1.
" The Watkins, Ross & Co Actuarial Valuation Report dated March 31, 2007 indicates the Road

Under Funded Pension Plan

Commlssmn s Pension Plan is dramatically under funded. The underfunded actuarial 11ab111ty 1S now

- in excess of $400,000. In addition, the Road Commission’s actual contribution for 2006 was
g approx1mately $28,500 less than what the actuary recommended. In order to meet the 30- -year
amortrzatron minimum contribution goal, contnbutlons should be increased significantly.

We recommend the Road Commission review their Pension Plans and take the necessary actions to

v'rmprove the funded status.

GASB 45
" The Government Accounting Standards Board has recently released Statement Number 45, Financial

v' - Reporting for Post Employment Benefit Plans Other Than Pension Plans. The new pronouncement

“provides guidance for local units of government in recognizing the cost of retiree health care, as well
~ as any “other” post employment benefits (other than pensions). The new rules will cause the
~ government-wide financial statements to recognize the cost of providing health care coverage over

the working life of the employee, rather than at the time the health care premiums are paid. The new

B pronou_ncement is effective for the year ended December 31, 2008.

We recommend that the board contact an actuary to determine the amount of the liability that will
have to be recorded to comply with this new requirement. :

. 715 East Frank Street, Caro, MI 48723-1647 « 989/673-3137 « 800-234-8829 « Fax 989/673-3375
6261 Church Street, Cass City, MI 48726-1111 » 989/872-3730 « Fax 989/872-3978

E mail cpa‘@atbdcpa.com Website www.atbdcpa.com



Board of Commissioners
April 26, 2007
Page two

We will review the status of these comments during our next audit engagement. We have already discussed
this issue with management, and we will be pleased to discuss it in further detail at your convenience.

This report is intended solely for the information and use of the Tuscola County Road Commission,
management and others within the administration and is not intended to be and should not be used by anyone
other than these specified parties

We appreciate the cooperation we received from your staff during our engagement and the opportunity to be
of service.

Mﬂhﬂ.m&,w ‘l&m, pe.

ANDERSON, TUCKEY, BERNHARDT & DORAN, P.C.
CERTIFIED PUBLIC ACCOUNTANTS



